EMPLOYEES' RETIREMENT SYSTEM OF THE COUNTY OF MILWA UKEE
MINUTES OF THE FEBRUARY 20, 2008 ANNUAL PENSION BOARD MEETING

1. Call to Order

Chairman Dean Roepke called the meeting to ord@138ta.m. in the
Bradley Pavilion of the Marcus Center, 929 Northtgv&treet,
Milwaukee, Wisconsin 53202.

2. Roll Call
Members Present Members Excused
Linda Bedford Jeffrey Mawicke
Donald Cohen Thomas Weber (Vice Chairman)
Marilyn Mayr
John Parish

Dr. Sarah Peck
Dr. Dean Roepke (Chairman)

Others Present

David Arena, Director of Employee Benefits, Depaiof Administrative Services
Mark Grady, Principal Assistant Corporation Counsel
Gerald J. Schroeder, Interim ERS Manager

Vivian Aikin, ERS Administrative Specialist

Bob Shupe, ERS Administrative Specialist

Steven Huff, Reinhart Boerner Van Deuren s.c.

Kristin Finney-Cooke, Mercer Investment Consulting
Terry Dennison, Mercer Investment Consulting

Craig Dean, Loomis Sayles & Company, L.P.

Robert S. McManama, Loomis Sayles & Company, L.P.
Milwaukee County Retirees and other attendees

3. Chairman's Report

The Chairman welcomed all those attending the alnfhension Board
meeting. He stated that the meeting agenda ariticadd handouts are
available at the table outside the meeting roora.ré¢ported that Ms. Mayr
has booked the Zoofari Conference Center for neat's annual meeting.
He then provided an overview of the contents ofdafyenda.
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4. ERS Fund Results and Update — Kristin Finney-CoMercer Investment
Consulting

Ms. Finney-Cooke presented an ERS performance@vah report
covering 2003 through 2007. She indicated thawsheeview ERS's
2007 and historical performance, the overall mapegtormance by asset
class, ERS's current asset allocation, the investdecisions made by the
Pension Board in 2007, investment changes mad&®i& 2007 and
ERS's 2008 strategic initiatives.

Ms. Finney-Cooke reviewed ERS's performance coeatpagainst the
Total Fund Composite Market Index, which is a benatk that is
comprised of benchmarks for different asset clagsdshe benchmarks are
weighted according to the composition of a typaiakrsified pension
fund. She stated that ERS had a 6.3% rate ofrr@u2007, which was
.3% better than the Total Fund Composite MarkeexadShe stated that
ERS achieved the .3% excess return over the Tatad Eomposite Market
Index by having its portfolio actively managed.eSkported that ERS
outperformed the Total Fund Composite Market Infibexhe two, three
and five year periods and that ERS's outperformagiedive to the
benchmark increases as the time period length&asn example, she
indicated that over the five year period, ERS hest@ of return of 13.5%,
while the benchmark returned 12.6%. She statddeR& has performed
well despite having a very conservative portfolio.

Ms. Finney-Cooke discussed the overall capitaketareturns for 2007, as
well as the preceding three and five year peridise noted that in 2007,
the small cap market and real estate investmenisgasformed poorly,
even though both of these categories performedavell the three and five
year periods.

Ms. Finney-Cooke reviewed the performance of theelstic equity
market. She reported that the S&P 500 gained 52007, while the
Russell 2000 Index lost 1.6%. She noted that B¥V2@rowth
outperformed value in all of the capitalizationdés; while value
outperformed growth over the three and five yeaiople. She stated that
in 2007 large cap domestic equities outperformeallstap domestic
equities. She pointed out that a well-balancedf@iar must contain
domestic equities, international equities, a fikembme component and
real estate.

Ms. Finney-Cooke summarized the performance efmational equities
markets. She indicated that international equpiested strong returns in
2007, with the Broad MSCI EAFE Index returning b.&nd emerging
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markets returning 39.8%. She stated that growthamed value in the
international equities markets in 2007.

Ms. Finney-Cooke discussed the 2007 performandteeofixed income
market. She reported that the Lehman Brothers égage Bond Index
gained 7% and the Lehman Brothers Long GovernmesdiCindex posted
a 6.6% gain. She indicated that there was a ftiglquality in late 2007,
which increased the 2007 fixed income returns. &{mained how the
subprime mortgage problems affect the fixed incomaeket.

Ms. Finney-Cooke summarized ERS's asset allocasaf December 31,
2007 and discussed how it compares to ERS's dkswdtaon policy. She
indicated that a strategic asset allocation stusypares the fund's needs
against its long-term objectives. She stateddhsitategic asset allocation
review must be performed every three to five ye&se reported that ERS
is currently working on a strategic asset alloqatieview, which is
anticipated to be completed by the end of 2008 @1beginning of 2009.
She noted that ERS has 31% of its portfolio in detmesquities, 20% in
international equities, 42% in fixed income, 2%eanture capital, 3% in
real estate and the remainder in cash. She speevtiether ERS is under
or overweighted in the various asset classes.irfsl@ated that ERS is
within 1% of its asset allocation policy for allsa$ classes.

Ms. Finney-Cooke reviewed the investment decisioage by the Pension
Board and the changes that were made to the ER®Igpm 2007. She
stated that Capital Guardian, ERS's large capriatemal equity manager,
was terminated due to concerns over poor performaBtie noted that
after an intensive due diligence process, BaringeAbManagement was
chosen to replace Capital Guardian. She also tegptinat Hotchkis &
Wiley was terminated as ERS's mid cap value eguoitgstment manager
due to its poor performance. She explained tleaa#sets managed by
Hotchkis & Wiley were transferred temporarily teetishares Russell Mid
Cap value Index ETF. She summarized the Pensiand®odue diligence
process to replace Hotchkis & Wiley and pointedtbat Artisan Partners
and WEDGE Capital Management have been chosenalsts. She
indicated that the Pension Board rebalanced the iRi$lio by
transferring additional assets to fixed income gtreents from equities.
She also noted that the Pension Board rebalarcedidtcap equity
investments. She stated that ERS's real estagstiment manager's
guidelines are in the process of being changed &aomestic to an
international real estate investment trust.

She reported that ERS had $1.606 billion in assetsf December 31,
2007, which represents a decrease from the $1.i@Rihlat the end of
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2006. She compared the fund's three and five pedormance numbers
against ERS's fund universe and noted that ERSdaslightly below its
peer group. She pointed out that the comparisombeus are not
necessarily equal because ERS may have a morercatige portfolio
than the other funds in its universe, which mayrestilt in showing ERS's
true comparative performance. She then discusB&IsE2008 strategic
initiatives.

5. Emerqging Investment Industry Trends — Terry Demmiddercer
Investment Consulting

Mr. Dennison described 2008 investment industnydseand their impact
on Milwaukee County. He indicated that his preagomh will explain what
Is occurring in the market, how the current magatironment affects
ERS, what other pension plans are doing in respandavhat ERS could
possibly do to improve its performance. He stabed many funds are
focusing on risk management to protect their agedtse current volatile
market environment. He discussed some of the medugts and
investment strategies in the investment industay tlave been created and
used to produce superior returns. He noted tleaitrket is becoming
more of a global market and that global investsngecoming the common
practice among investors. He pointed out that soomeestic household
brands, such as McDonald's, derive a significaniiguo of their revenues
from outside the U.S., while many non-U.S. multioa&l companies
compete in the U.S. He indicated that most investrmanagement
research companies no longer distinguish betwemb/t8. and non-U.S.
companies, which has resulted in emerging marketsiments becoming
mainstream investment opportunities.

Mr. Dennison discussed the history of investinghiernational markets.
He stated that previously there were many concerokiding political
instability and foreign currency risk, which haveeln alleviated due to the
strength of international currency and the esthbisnt of currency
hedging. He indicated that growth is more rapithternational markets
than domestic markets. He noted that many cosnineluding Russia and
China, have strong currency reserves.

Mr. Dennison suggested that there is a possilitigy equities may be on
the decline in the future. He noted that the migrkeay be affected
because baby boomers will be spending wealth idsteaccumulating
wealth. He stated that a large amount of wealbeisg transferred to more
consumption-oriented generations. He reportedtbese is less demand
for equities in participant directed retirementgmams than in defined
benefit plans.
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Mr. Dennison explained the emerging practice dfiliy driven investing
for corporate plans. He stated that corporatespfeve a strong incentive
to match liabilities with assets because of the@anting treatment of
pension plans. He noted that matching requires\xament from equities
to bonds, which ultimately reduces the volatilifjcorporate pension plans.
He indicated that the accounting treatment of messis driving the
movement towards bonds. He pointed out that thetjzes of corporate
plans may decrease the demand for equities irutiiesf, which would
result in a reduction of returns on equities.

Mr. Dennison discussed the factors that led toaagh in markets in the
summer of 2007. He reviewed the market's perfoomdetween 2002 and
2007, noting that the central bank policy providé&ble, low inflationary
growth, the credit market liquidity was very highe volatility in the stock
market was historically low and the credit spreiadfie bond market were
low. He pointed out that periods of volatility aret necessarily bad
because they allow active investment managerstblfetter values and
increase a fund's return. He indicated that theketaonditions led
investors to ignore risk, such as inflation, andge had the mindset that
the market environment was different this time. dtied that investors
began using more aggressive strategies and ingastimore volatile
securities. He noted that the recent market enment has changed
investors' perception of risk. He stated thatageity markets have
become very volatile and there may be a movemeay dmm aggressive
management techniques, complex securities and inst@gtment practices
as a result.

Mr. Dennison indicated that actuaries have estichaiéhim that only $.20
per benefit dollar represents contributions, whiike other $.80 represents
investment earnings. He stated that a fund cauiite an ultra
conservative investment strategy because the funddmnot otherwise
earn a high enough rate of return that would pretlenfund from paying
out more benefits than money it takes in or eakhs.explained that funds
will need to implement a more advanced approachtton and risk in
order to achieve their required rates of returngearninimizing risk. He
noted that a fund will need to develop a balande/®en its desired rate of
return and its tolerance for risk. He stated thatfirst question in any
asset allocation study is how much risk a fundilbng to take. He
discussed how asset allocation models are sengitithee price fluctuations
of stocks and bonds. He opined that it will bedleaito achieve returns in
the next five years as it was during the pastywars. He suggested that
funds will need to find new asset classes to predheir required rate of
returns.
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Mr. Dennison predicted that the portfolio structiasd management
techniques will be as different from today in figears as the techniques
today are from 30 years ago. He stated that thei®® Board has done a
good job producing returns that exceeded the beadtsreven though ERS
has a conservative asset allocation strategy. dtedlrthat ERS does not
need to become more aggressive in its strategikd, imay need to become
more innovative in achieving its returns.

Mr. Dennison explained the historical approachesius investment
portfolios. He indicated that funds have used ipasstrategies to achieve
near market returns for the large cap domestictgqnid fixed income
asset classes. He stated that alpha is a medsuhabthe manager added
or subtracted from the benchmark. He explained &ipiva optimization
strategies are very sophisticated and try to madrgains while
minimizing losses. He pointed out that active nggma try to exceed the
benchmark. He noted that if there are too mangstment managers who
are benchmark conscious, the result is an expesiex fund. He stated
that the current way diversified portfolios are swacted prevents
situations where all investments decline in valugna same time, but also
prevents situations where all investments perfoeti simultaneously. He
stated that a decision to seek alpha is made lmasadritical assessment of
the likelihood of winning and whether the magnitwde win is sufficient
to balance the corresponding costs and risks.

Mr. Dennison stated that Mercer is experimentintn\ai concept called
dynamic asset allocation, which tries to achiewerttaximum rate of return
given a certain risk tolerance by focusing on smadrterly or annual
reallocations among asset classes with abnormaatrahs. He explained
another approach named dynamic manager managentech, calls for
lowering the asset allocation to insignificant lsvier managers that are
underperforming and giving better performing mamag@e increased asset
allocation. He noted that most funds choose masagleo have done well
over a three year period but he explained that mastagers only do well
for a three year period.

Mr. Dennison reviewed the concept of beta, whigiresents an
investment's expected sensitivity to the marketefa of 1.0 means that
the investment is expected to move with the maskbile a beta higher
than 1.0 means an investment is riskier than thi&k@hand a beta less than
1.0 means the investment is less risky than thé&ehaHe discussed
potential new sources of beta, which do not redfum@ncial engineering.
He indicated that commodities, such as agriculéune energy, are a
growing area for a source of beta. He noted thaitions in undervalued
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currencies or investments in infrastructure, susctol roads, could provide
sources of beta. He pointed out that emergingi@olgies, such as new
solar energy, and European credit fixed incomeo#rer potential sources
of beta. He explained that the new sources of inetado a better job of
matching the fund's income with its benefit paymsent

Mr. Dennison reviewed the definition of alpha, whis the measure of a
portfolio’'s excess market return on a risk adjuiesis. A positive alpha
indicates that an investment manager contributeddortfolio's rate of
return through security selection, while a negasijgha means the
investment manager detracted from the portfolieldggmance. He
explained why some sources of alpha did not perfdada stated that
distressed debt funds could be a potential newceanfralpha. He
suggested that funds should invest 5% to 10% af #ssets in these types
of opportunistic investments. He cautioned thaséinvestments are only
open for a short period of time and will have nadiemarks other than the
investment manager's track record.

6. Fixed Income Portfolio and the Bond Market — RoldéctManama and
Craig Dean, Loomis Sayles & Company, L.P.

Mr. Dean introduced himself and Mr. McManama asesenting Loomis
Sayles & Company, L.P. ("Loomis"), which is headdered in Boston.
He stated that Loomis is well known for its fixettome investment
management. He reported that Loomis was found&@d26 and manages
investments in both global and domestic bonds gudies. He indicated
that Loomis manages over $130 billion in assetsylo€h $100 billion is
invested in fixed income investments. He explained Loomis is
dedicated to investment research with a staff er ®0 full time
researchers. He pointed out that Loomis professsdmave many years of
investment experience. He reviewed Loomis' rasiygfem and Loomis'
team approach to investing. He stated that Loeelis a bond when it
believes the investment has reached its poterilal.Dean summarized
the current status of the market environment.
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Mr. McManama stated that Loomis manages two poogdor ERS. He
noted that Dan Fuss, who is from Milwaukee, man&jeS's portfolios.
He indicated that Portfolio A consists of investmgrade fixed income
assets and Portfolio B is a conservative yieldfpbot He noted that the
combined value of the portfolios is $220 millioHe reviewed the
combined performance of the portfolios for 200jmpthat ERS gained
4.61%, while the ML High Yield cash earned 2.17% #me Lehman
Aggregate increased 6.97%. He discussed howtepfrt of 2007 went
smoothly until the subprime mortgage problems ard$e pointed out that
the ERS portfolio does not have any subprime mgeagaposure. He
stated that Loomis has produced an 11.52% anndaietarn on the
combined portfolios since its inception on NovemB®@y 1982.

Mr. McManama described the type of investments Baatfolio A invests
in. He noted that the portfolio cannot hold mdrart 25% in foreign fixed
Income securities, any bonds below investment goadejuity securities.
He also indicated that Portfolio A's benchmarkis Lehman Aggregate,
which is comprised of corporates, Treasurys andgages. He reviewed
Portfolio A's performance for 2007, noting it gadr&05%, while the
benchmark returned 6.97%. He pointed out thatfélmtA has performed
very well over the past three and five year macketes. He explained the
characteristics of Portfolio A and compared therthtobenchmark. He
stated that average maturity and duration of Ploot®'s investments are
longer than the benchmark. He noted that thisegjyaallows Loomis to
buy deeply discounted long term bonds.

Mr. McManama explained the investment guidelinesHortfolio B. He
stated that Portfolio B's benchmark is the ML Hijkld Cash Pay. He
indicated that the portfolio may not be investedoireign securities that are
non-U.S. dollar denominated, nor can it be investeshuity or derivative
securities. He described how the portfolio musinta@n an average bond
rating and how the portfolio cannot invest in bobdtow a certain grade.
He discussed Portfolio B's performance for 200Tingahat it gained
1.88% while the benchmark gained 2.17%. He rewikthe market factors
that affected Portfolio B's performance. He stadked currently there are
very high spreads, which provides a good buyingapity. He pointed
out that Portfolio B has outperformed the benchnuads the three and five
year market cycles. He indicated that this is \g@gd sign considering
Portfolio B outperformed an aggressive benchmak liull market. He
summarized the characteristics of Portfolio B, mgtihat its maturity and
duration periods are longer than the benchmarksteied that Portfolio B
contains over 16% investment grade bonds, whildé&mehmark does not
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hold any investment grade bonds. He noted thatdforB's overall
guality distribution is higher than the benchmark.

Mr. McManama discussed Loomis' views on the econohiy stated that
the Federal Reserve recently cut the Federal Fuatddo 3% and Loomis
expects the rat® decrease to 2.5% by the end of April. He opitined
investors will need to accept lower returns intilear future due to a
multitude of factors. He noted that the optioruathd spread has increased
and become more volatile, but provides an oppdstdar investment. He
indicated that the option adjusted spread is alseeasing for high yield

U.S. corporate bonds, which makes them cheapemane attractive for
investment. He forecasted that there will be anaase in U.S. speculative
grade defaults.

7. Question and Answer Session

The Chairman and Mr. Grady answered questions fhenattendees
related to pension obligation bonds, ERS perforradigures, the status of
the internal investigation into the practice of ghasing prior service
credit, ERS's funded status, the County's coniohatto ERS and the
status of the Mercer lawsuit.

The Chairman explained that the Pension Board doekave control over
the issuance of pension obligation bonds and tR& gerformance figures
are shown net of fees. Mr. Grady stated that the'pfunded ratio has
increased over the past three year and that there isk of benefits not
being paid. He indicated that the funds for bdrnetyments come from
contributions and investments. He noted thatef@ounty does not pay
the full amount of its required contributions, steortfall is amortized over
five years. Mr. Grady stated that he cannot controrrany potential or
actual litigation. In response to a question,@airman stated that the
Pension Board does not have the authority to redanefits. He also
indicated that the investigation of the purchassesfice credit has been
temporarily placed on hold.

In response to a question, Mr. Dennison statedttieaturrent economic
landscape is different than previous recessiornsinHicated that the
central banks are stronger than the past and aéatter position than in
previous periods of economic downturn. He poirgetthat once a
security is sold at a loss, the loss is bookedthadnvestor cannot get it
back. He noted that an investment manager searary important. He
provided the example that a quality investment rganaot investing in
the poor technology stocks of the late 1990's amly 2000's ultimately
saved some funds large amounts of money in the Eedstated that
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Mercer may advise a fund to retain an investmemtagar even though it
is underperforming because it believes the investmmanager's
management team is strong. He also discussedftbeedce between
investment versus consumption and its overall effadche economy.

8. Adjournment

The meeting adjourned at 11:50 a.m.

Submitted by Steven D. Huff,
Secretary of the Pension Board
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